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Each time Medicare introduces or revises a payment or coverage 
policy-f which there are many in response to legislative or 
a dmimstrative initiatives-the changes have to be independently 
incorporated into as many as 14 different automated systems. This process 
is costly and inefficient. It has also resulted in national program mandates 
and policies being applied inconsistently and at different times by 
Medicare contractors. In addition, as we recently reported and testified, 
there are problems associated with the Medicare program’s management 
and safeguard efforts (see app. r). These problems have exposed the 
program to considerable fraud, waste, and abuse. 

As part of an overall strategy to improve the efficiency and effectiveness of 
Medicare operations, the Health Care Financing Administration 
(HcFA)-the agency within the Department of Health and Human Services 
(HKS) #at administers Medicare&s acquiring a new automated system for 
processing claims called the Medicare Transaction System (ICITS). MTS is 
intended to replace the claims processing functions currently performed 
by the multiple automated systems with a single automated system that 
has improved capabilities. HCFA also believes the new system will achieve 
other signiiicant advancements in Medicare’s management and operations. 

At your request, we reviewed the process Medicare is using to procure m, 
including (1) what benefits HCFA expects to obtain from INTS, (2) whether 
sufficient safeguards have been built into the procurement process to 
assure that an adequate system is developed, and (3) how MTS might fit 
under a reformed health system. 

Medicare operates through a complicated administrative structure. The 
program’s authorizing legislation -title 18 of the Social Security Act of 
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196%~equired the program to contract with the private sector for claims 
processing and payment functions. This requirement has led to a large 

i 

contractor network, comprised of insurance companies that are 1 
responsible for processing Medicare claims in a given state or states. The I 2 
network consists of (1) 47 fiscal intermediaries that process claims for ; 
hospital services and care provided by sued nursing facilities, hospices, 
and home health agencies @art A  of the Medicare program) and (2) 32 

i 
E  

carriers that process claims for physician care and other covered 
expenses, such as laboratory services @art B  of the program). 

In addition, nine contractors operate the common working file (CWF) E  
system, which merges information from the part A  and part B  systems for r 
an entire region into a central database. CWF provides contractors with E  
access to eligibility and entitlement data It also is intended to help I 

contractors avoid improper payments and facilitate research and policy 
development regarding Medicare payments. 

j 

E  

In the early 197Os, HCFA developed a model computer system for part B  am 
the Blue Cross/Blue Shield Association developed one for part A. These 

i 

model systems standardized many claims processing activities and at the 
1 
1 

same time accommodated individual conlractor’s different payment 
policies and procedures. But not all contractors used the model systems 
and many retained or developed their own. In 1979, HCFA abandoned its 

i 
I 

model systems strategy, forcing those contractors that had been using a i 
model system to begin maintaining these systems or to acquire others. 1 

By January 1989,87 contractors were using 58 different systems to proces: i 
Medicare claims. Asserting that the diversity of claims processing systems ! 
contributed to excessive achnmW&ive costs and in an attempt to t 
promote unifotity, HCFA implemented an initiative in 1989 that 1 

I 
encouraged contractors to share systems. At the time, HCFA believed that 
alternative operating systems were preferable to a single standard system [ 
because they encouraged system innovation. Contractors used 1 of 14 
different automated systems (6 for part A  and 8 for part B) to process and 

j 

pay about 700 million claims in 1993. These systems are operated by the 
i 
1 

contractors and HCFA has limited control over their operation. 

HcFA’s current claims processing plan envisions MTs as a single, 
government-owned system, operated by fewer contractors and capable of 1 
processing part A  and part B  claims and performing all CWF functions. It i 
also anticipates that MTS will provide new capabilities that wiIl support 1 
HWA'S long-term plans to improve Medicare operations. 4 6 
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On September 17,1992, HCFA issued a Request for Proposals (FPP) to 
analyze the existing claims processing and CWF systems, define system 
requirements, and design and develop the new system. This RFP also 
included mai&ainbg the system for the contractors that would eventually 
use the system to process claims. HCFA expects to award the contract in 
January 1994 and have the system completely developed and tested by 
October 1996. A  separate RJ!T and contract award is planned to provide 
assistance to HcFA in monitoring the performance of the M W  contractor1 
and for actual operation of Ml%. HCFA expects contractors will begin 
processing claims using MTS in late 1996 and will implement MTS at all 
Medicare contractor locations by December 1998. 

Scope and 
Methodology 

We reviewed MTS documents and met with HCFA officials at headquarters. 
We also met with officials from Bendix Field Engineering Corporation, a 
HCFA support contractor for MT?, to review HCFA’S analysis of MT,+ costs and 
benefits. We obtained the views of General Services Administration, HHS 
Office of Inspector General, and Office of Management and Budget 
officials on HCFA’S acquisition strategy. Finally, we met with Blue 
Cross/Blue Shield Association officials to obtain their views on the m  
initiative. Our work was performed from September 1992 through 
November 1993, in accordance with generally accepted govemment 
auditing standards. 

Results in Brief HCFA considers MTS to be a critical step in its long-term strategy to improve 
the management of Medicare. Replacing Medicare’s multiple, 
contractor-operated claims processing systems with a single system with 
improved capabilities could help HCFA obtain significant benefits. Some of 
these benefits are described below. 

. Administrative efficiency. Using one automated system operated by fewer 
contractors would save administrative dollars and simplify certain 
adminkkrative tasks. Under a single system, incorporating major payment 
and policy changes and procedural updates would require modifying only 
one system rather than several. 

l Better management of contractors. A  single system would format claims 
data uniformly and would enhance HCFA’S ability to compare data on 
contractors’ workloads, savings resulting from payment controls, and 

‘An RFF’ was issued on November 5,1992, calling for an independent contractor to assist HCFA in 
evaluating and validating the MTS contractor’s approach, plans, analyses, methods, and processes for 
designing, developing, and deploying MTS. This independent contractor is also expected to help 
evaluate the adequacy of all work products prepared by the MTS contractor. 
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other performance indicators. Such uniformity of information could 
improve the reliability of HCFA'S assessments of contractor performance 
and ultimately its decisions regarding funding and contract renewal. 

l Greater emphasis on safeguarding program dollars and improving 
beneficiary and provider service. A  single system could provide improved 
capability to identify inappropriate patterns of payments made to 
providers. It would also permit the application of other, more 
sophisticated analysis techniques. 

While some of the benefits HCFA anticipates could be achieved by other 
program or system changes, a well-designed and implemented MTS should 
make it easier to attain these benefits. 

HCFA'S initial approach to acquire MTS involved considerable risks that the 
system would take longer, cost more than expected, and when deployed, 
would not achieve intended benefits. In particular, HCFA'S cost-benefit 
analysis had numerouSlimitations NSO,HCFA didnotfullydefme system 
capabilities, including the need to enable MTT to work effectively with 
Medicare’s other automated systems to accomplish program objectives. 
Moreover, HCFA allowed considerable overlap among contract phases and 
did not prepare adequate contingency plans to protect against the 
potential failure of the MB design contractor to meet expectations. Finally, 
HCFA did not build in sufficient management reviews of contractor 
progress at key points in the contract. In response to these concerns, HCFA 
officials agreed and have begun to implement several planning and 
acquisition strategy changes to reduce these risks. Inherent risks remain 
due to the size, complexity, and importance of M W  to the Medicare 
program. As a result, continued tip management and congressional 
support and oversight will be important to the system’s success. 

MTS Expected to 
Make Medicare More 
Efficient and Serve 
Providers and 
Beneficiaries Better 

operations. SpecificalIy, HCFA officials expect MTS to help them increase 
Medicare’s claims processing and system maintenance efficiency; better 
oversee program activities; reduce program losses due to waste, fraud, and 
abuse; and improve services to beneficiaries, physicians, hospitals, and 
other providers. 

Greater Administrative 
Efficiency 

HCFA believes that moving to one automated system offers significant 
potential to reduce administrative costs. From its experience with prior 
system consolidations, HCFA estimates that this move will produce 
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m&imill ion dollar savings annually during MT? initial years of operation 
(1997 to 2002). HCFA asserts that additional savings would accrue from 
optimizing the number of claims processing sites2 

Speci&ally, HCFA expects MTS to reduce the differences in data, 
procedures, and processes among the existing claims processing 
contractors. MTS is expected to have the capacity to process over 2 billion 
claims per year-about three times the current volume of claims 
processed by the contractors’ individual systems. This capacity will aLlow 
HCFA to consolidate claims processing functions &  a much smaller number 
of contractors (claims submitted to Medicare’s 79 contractors are 
currently processed at 62 different locations). HCFA believes that the 
current contracting environment does not lend itself to the scale of 
consolidation and standardization obtainabIe under the MTS conceptual 
model. HCFA also believes that piecemeal consolidation is inherently less 
efficient, more difficult to manage, and requires compromises in operating 
efficiencies that could be obtainable under a comprehensive approach. 

In addition, HCFA believes that MTS could adopt money-saving technologies 
that would be expensive to introduce across the program’s existing 
systems. For example, programming MTS for the use of electronic cards 
that provide on-line information on a beneficiary’s eligibility and medical 
history could help simplify Medicare’s billing procedures. AIso under MTS, 
many tasks now done manually by contractors could be automated. For 
example, Medicare’s process for reconsidering claims payment decisions 
could be made essentially paperless by making most of the information 
available on-line. Constraints with existing systems, including the lack of 
uniformly formatted data, currently limit the feasibiliw of applying this 
technology. 

HCFA'S cost-benefit analysis does not attempt to quantify all the benefits 
cited above. Although HCFA believes that the implementation of MTE could 
result in significant program dollar and administrative savings, the 
agency’s cost-benefit analysis did not assess program savings3 and 
included only some administrative savings (such as savings on system 
maintenance). It did not include a&inistrative savings expected Tom 

“Currently, under section 1816 of the Social Security Act (42 U.S.C. 1395h), HCFA has authority, for 
part A Medicare services, to contract only with entities that are nominated by providers. Thus, to have 
part A and B claims processed by the same contra&or,+KFA officials believe that a legislative change 
to its contracting authority is desirable. Clarifying legislation would facilitate HCFA’s efforts to fully 
consolidate part A and B claims processing. 

%ogmm savings are difficult to determine but could result from improved oversight and controls to 
detect fraud, waste, and abuse. 
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E 

optimizing the number of claims processing sites. In its analysis, HCFA i 
initially concluded that MTS would save about $100 miUion annually during 
the first 6 years of operation. We believe this figure may be inaccurate 

1 

because the savings assumptions were determined from the data of certG 1 
Medicare contractors that were not typical of all Medicare contractors. In 
addition, ~~~~'~~~Stestb~~.kis~~~ertain because HCFA hasnotyetfully 

1 

defmed m capabilities. (See app. II for further details.) HCFA is continuing 
to update its savings estimates using current data 

1 
1 
r 

Better Program Oversight While HCFA stresses increased efficiency as the single system’s major 1 
contribution to program savings, we believe that better management of th j 
Medicare dollar through improved HCFA oversight of its contractors also ’ 
would be a signiiicant potential benefit from MTS. HCFA has difliculty E 
aggregating information on key contractor activities because claims data E 
are not always comparable among its many claims processing contractors j 
The ways contractors report workload and other management data are no 
now always comparable. HCFA has difficulty assessing, for example, the 

j 

effectiveness of contractors’ methods used to flag questionable claims. 
E 
; 

HCFA also has difficulty obtaining current information on contractors’ E 

workloads that could signal the development of backlogs or the I 
E 

abandonment of the use of certain payment controls. 

By storing consistent data in one system, MTS could help satisfy HCFA'S 
I 
i 

need to aggregate uniform and accurate management information t 
promptly. Through MT-S, HCFA expects to obtain data that will facilitate 1 
comparisons of E 

l payments for procedures per Medicare enrollee. This information can hell Y 
analysts identify excessive spending and the need for payment controls. 

l contractor effectiveness in identifjring and correcting payment problems. 
i 
1 

This information can help HCFA assess contractor performance. 

The ability to make such comparisons, although essential for making E 
reliable assessments of contractor performance, has been lacking under / 

HCFA'S current management information systems. Improved data also 
offers opportunities to develop better methods of measuring contractor 1 
performance. We believe such improvements in contractor evaluations 1 
should enhance HCFA'S ability to allocate contractor budgets, terminate or 1 
not renew contracts, or take other actions against poor-performing E 
contractors. E 
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HCFA also expects that better management information, combined with 
moving the claims processing function to fewer contractors, would help 
refocus and improve its oversight of the other operations that contractors 
perform in admmistering Medicare. These other operations include service 
to providers and beneficiaries, the analysis of spending patterns and 
trends, activities to recover overpayments, and the prevention of future 
losses. In the past, HCFA oversight and contractors’ performance over these 
operations has been deficient. For example, since 1991 we have reported 
on contractors’ neglect of activities to adequately investigate complaints of 
fraud and abuse telephoned in by Medicare beneficiaries,4 reclaim over 
$250 million in overpayments owed by hospitals,5 and recover over 
$1 billion in claims mistakenly paid by Medicare that may have been the 
responsibility of other health insurers6 

Improved Controls to 
Detect Fraud, Waste, and 
Abuse 

HCFA believes that MTS has the potential to help its contractors improve 
their methods of identifying and investigating spending on unnecessary or 
inappropriate services. Currently, historical information on a beneficiary’s 
use of physician, hospital, and home health services is kept in separate 
computers, some of which are not accessible during claims processing. 
However, the medical necessity of individual services or medical items is 
not always understood in isolation from other services or items provided 
to the beneficiary. Because complete information on a Medicare 
beneficiary’s care is not available simultaneously with the processing of 
the claims, contractors’ claims processing staff can lack the information 
they need to correctly determine medical necessity. 

To identify providers submitting questionable claims, contractor staff 
currently receive data corn HCFA’S national database and download data 
from their own claims processing systems. Using their own software 
packages, contractors manipulate and array the data, within the 
capabilities of a particular system, to analyze the patterns of payments 
made to providers. According to HCFA, MTS could provide the capability to 
access and examin e all Medicare payments made on behalf of a 

4Medicare: Improper Handling of Beneficiary Complaints of Provider Fraud and Abuse 
(GAO/HRD-92-I, Oct. 2,199l) and (GAO/T-HRD-922,0& 2, 1991). 

sMedicare: Millions of Dollars in Mistaken Payments Not Recovered (GAO/HRD-92-26, Oct. 21, 
1991) and Medicare: Funding and Management Problems Result in Unnecgsary Expenditures 
(GAOTI-HRI-93-4, Feb. 17, 1993). 

&Medicare: Over $1 Billion Should Be Recovered From Primary Health Insurers (GAWHRD-92-52, 
Feb. 21, 1992). 
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/ 

beneficiary. HCFA officials believe that this would be more efficient and 
would permit the application of more sophisticated analysis techniques. 

MTS could also enhance HCFA’S ability to establish better controls over 1 
I 

provider billing procedures. W ithin Medicare’s current contractor network ! 
there are numerous provider number identification systems. As we E 
recently reported, providers can conceal patterns of excessive billing by I 
routing claims through multiple Medicare billing numbers7 Under MTS, I 
providers would be given only one identification number under the single f 
system for processing claims. In addition, as reported in an HHS Inspector t 
General study, HCFA overpaid physicians millions of dollars when a I 
Medicare contractor’s computer system did not detect certain abusive i 
billing practices.8 MTS could improve the capability to detect these 1 
practices. I I 

1 

Improved Service to 
Beneficiaries and 
Providers 

HCFA believes that the capacity of MTS to make a beneficiary’s claims 
1 

history available at a single location would enhance Medicare’s ability to 
respond to beneficiary and provider inquiries. Under Medicare’s current 

1 

structure, inquiries regarding a beneficiary who was hospitalized and 
, 
b 

received subsequent home care could involve several contractors to get a 
y 
/ 

complete accounting of Medicare’s payments for this episode of care. For 
example, questions about hospital care require contacting the hospital’s 

i 
j 

intermediary; home health, the designated home health regional I 
intermediary; physician care, the physician’s designated carrier, and I 
medical equipment, the designated regional carrier.g E  

Y 

Under MTS, claims histories and the status of pending claims for hospital i 
and related services (now stored in part A  systems) and claims for 1 * 
physician and related services (now stored in part B  systems) would be in 

I 

one location. Therefore, contractors responding to inquiries could provide 
i 
j 

‘one-stop shopping” by obtaining information consolidated on a single 
automated system. 

HCFA also expects that MTS wiu enable Medicare contractors to offer 
providers and beneficiaries better coordination of benefits with other 
insurers, including state Medicaid agencies and those who sell policies 

7Medicare: One Scheme Illustrates Vulnembilities to Fmud (GAO/HRD-92-76, Aug. 26, 1992). 

Wanipulation of Procedure Codes by Physicians to Maximize Medicxe and Medicaid 
Reimbursements, (HITS Inspector General, A-!I3Bl-00019, Aug 30, 1991). 

9HCFA has recently begun using regional caniers to process medical equipment claims. 

Page 8 GAOfHEHS/AIMD-9479 Medicare’s Ckims Processing Syste j 



B-249962 

that supplement Medicare. MTS could also help contractors provide 
physicians with better information comparing their treatment patterns 
with those of other physicians. 

MTS Initial Planning Although MTS is a critical step in HCFA'S plans to improve Medicare program 

and Acquisition 
management and operations, the process for implementing this new 
system involves considerable risk. We found that HCFA'S initial planning 

Strategy Involved process and strategy to acquire MTS increased the risks inherent in any 

Considerable Risks large computer system procurement--cost overruns, schedule delays, and 
the system’s failure to perform as expected. HCFA officials have begun 
implementing corrective actions to reduce these risks. ITI addition, HCFA 
did not specify a formal process for ensuring congressional oversight and 
continued top-level HHS and HCFA management direction and support. 

Planning Deficiencies Until recently, HWA did not follow sound information resources 
management planning practices to define MTS capabilities. HCFA was, 
therefore, not in a position to ensure that MTS would provide the 
capabilities needed to support the agency’s broader plans to improve the 
Medicare program. 

As part of a strategic planning process, agencies are required to identify 
the system capabilities needed and specify how existing and new 
information systems will work together to accomplish program 
objectives. lo This process c ails for system capabilities to be defined using 
a structured approach that analyzes the agency’s business functions, 
planned program improvements, and potential system improvements. The 
process also calls for agencies to analyze financial, technical, and schedule 
risks associated with acquiring a new system. Agencies need to consider 
not only all these elements during the initial planning phase but also the 
use of a staged implementation strategy, if appropriate, to reduce 
financial, schedule, and technical risks. 

Initially, however, HCFA did not fully consider the improvements needed 
for MTS and other systems to support its program objectives. Instead, 
HCFA'S planning focused on replacing Medicare’s multiple claims 
processing systems with a single system with similar capabilities. Although 
HCFA recognized the need to develop improved capabilities to support 
planned program improvements, these capabilities would not, have been 
defined until after MTS was designed. For example, HCFA planned to 

%ee41 C.F.R.,chapter201 
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incorporate five highly automated Medicare claims processing functions 
into m. At a later time, HCFA planned to analyze the feasibility of adding 
two labor-intensive functions-data entry and medical review. However, 
incorporating these functions later-without having adequately 
considered them in the initial planning process--would increase risks 
because the system might not have suEcient flexibility to accommodate 
the needed changes. 

These planning deficiencies occurred, in part, because HCFA did not 
adequately take advantage of the agency’s information resources 
management expertise. Although HCFA'S information resource management 
group uses a structured planning process to connect information system 
capabiities with agency program objectives, the r&‘rs project staff did not 
use this structured planning process in the original m planning effort. 

HCFA officials agreed that the MTS project staff would use the structured 
pkinning process of the agency’s information resources management 
group to better integrate MTS with the agency’s long-term mission 
objectives. To assist in this effort, HCFA has hired a contractor with 
strategic information planning experience. In addition, mm is 
reorganizing the staff assigned to the hl~s project and increasing the 
information resources management group’s involvement to ensure that 
planning activities are fully addressed. FInaUy, HCFA officials have directed 
the m project staff to develop and deploy MTS capabilities using a staged 
implementation strategy, if appropriate. These actions should better 
ensure that MTS capabilities support HcFA’s overall plans to improve 
Medicare operations. 

System Acquisition Risks HCFA'S initial acquisition strategy did not adequately address problems 
involved with schedule concurrency and development of contingency 
plans. These inadequacies added undue risk to the MTS procurement. 

To avoid technical problems, federal system acquisition guidance calls for 
agencies to minimize overlap, or concurrency, of tasks among different 
contiact phases--analysis of system capabilities, system design, software 
development, testing, and system deployment. HCFA'S scheduling of the m 
procurement, however, called for significant overlap, or concurrency, of 
contract phases. For example, at one point in 1995, requirements analysis, 
design, and development are scheduled to proceed at the same time. If a 
contractor advances too far into a succeeding phase before sticient 
progress has been made in previous phases, the risk that technical 
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problems will occur is signiljcantly increased. HCFA also did not develop 
adequate contingency plans, which are important in the event of technical 
obstacles. 

HCFA agreed that changes should be made to the acquisition strategy. HCFA 
plans to review the m  schedule to identify and eliminate any unnecessary 
concurrency. In addition, HCFA agreed to develop additional contingency 
plans. If properly implemented, these corrective measures would help 
ensure that (1) the contractor does not advance too far into the next phase 
before completing necessary tasks in the prior phase and (2) HCFA has 
alternatives to overcome problems should they occur. 

Top Management 
Leadership and Oversight 
Needed 

A 1990 GAO repor@  pointed out that clear direction and support from top 
management is essential to successfully implement major automation 
initiatives. The report also noted that establishing partnerships at all levels 
of the organization helps ensure that the best available lolowledge is 
provided and that concerns, ideas, and solutions are aired and addressed. 
Providing the Congress with information about the system’s status was 
cited as a way to help the Congress make informed oversight decisions. 

W ith respect to top management involvement, HczA’s acquisition strategy 
did not schedule reviews of the MTS contractor’s progress at key 
procurement points, such as at the completion of the requirements 
analysis, design, and development phases. HCFA agreed to improve its 
evaluation of the MTS contractor’s progress by instituting top management 
reviews and approvals at several key points in the contract. A  formal 
process involving HCFA'S top management will help ensure adequate 
direction and support throughout the entire project. 

Moreover, HCFA did not make optimal use of information management 
resources available within ms. HHS information management officials told 
us that they have had a limited role in providing assistance to the MTS 
project staff. In addition, past work at other HHS components showed that 
some components, such as the Social Security Administration (SSA), have 
extensive experience in acquiring major information systems. In fact, SSA 
staff were initially consulted when HCFA officials were developing the MTS 
RFP. These departmental components offer a resource that could continue 
to be called on to provide additional knowledge and experience to HCFA 
Staff. 

ItMeeting the Government’s Technology Challenge: Results of a GAO Symposium (GAO/JMTEC-90-23, 
Feb. 20, 1990). 
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The importance of MB  to the Medicare program warrants keeping 
congressional appropriations and oversight committees informed of the 
status of system acquisition efforts. Such information could be provided 
through periodic status reports describing progress and problems in 
designing, developing, and deploying WE. 

MTS Compatibility 
W ith Health Care 
Reform  

significant changes to the way he&h care is financed and delivered. How 
the health care debate will play out-for example, the extent to which 
health maintenance organizations and preferred provider plans will be 
used-is uncertain. HCFA officials believe, nevertheless, that the approach 
to acquiring and developing MTS provides the flexibility to accommodate 
most changes. HCFA officials believe that ~1s is being designed to 
accommodate both encounter data transactions now used in certain 
managed care settings as well as the traditional fee-for-service 
transactions that constitute Medicare’s current reimbursement system. On 
the other hand, in the event that health reform mandates a capitated 
reimbursement system-based on lump-sum rather than per-service 
payments-modification to MTS would be necessary. 

Conclusions A new system for processing Medicare claims offers considerable 
opportunities to improve Medicare operations and safeguard program 
dollars. As such, MYIS could enhance HCFA'S ability to manage contractor 
performance. Some of these benefits could be obtained with multiple 
claims processing systems, but with greater effort and, probably, 
additional cost Our examination of HCFA'S cost-savings estimate indicates 
that although the new system should generate some administrative cost 
savings, the exact amount of these is uncertain. 

Risks are associated with HCFA'S planning and acquisition strategy for MY-S 
that could result in the new system not achieving intended benefits and in 
cost increases and schedule delays. HCFA is initiating several planning and 
acquisition strategy changes that address these concerns and that we 
believe should be implemented. These include better integraijng the MTS 
initiative with the agency’s long-term program objectives, reducing 
contract schedule concurrency, and incorporating key decision points ant 
reviews in the contract schedule. However, because of the size, 
complexity, and importance of the system to the Medicare program, 
oversight by top management and the Congress is essential. 
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Recommendations We recommend that the Secretary of HHS assure that the agency’s intended 
actions to address the planning and acquisition issues identied in this 
report are implemented immediately. Among other things, the Secrebry 
should ensure that 

l HCFA top management is continuously involved in the MTS project, 
l AIIS information resources management officials participate in the MTs 

project and that experts from other department components are available 
to assist HCFA, and 

. HCFA provide progress updates each January to congressional 
appropriations and oversight committees describing the status of l\rl~s, 
including progress, problems, milestones, and costs in designing, 
developing, and deploying the system. 

Agency Comxnents 
and Our Evaluation 

HHS provided comments on a draft of this report, which we have 
incorporated as appropriate (see app. III). HHS generally agreed with our 
findings and recommendations and provided a progress report addressing 
most of our recommendations. We also incorporated technical comments 
provided by HHS, but have not included them in the appendix. 

As agreed with your office, unless you publicly announce its contents 
earlier, we plan no further distribution of this report until 30 days from its 
issue date. At that time, we will send copies of this report to the Secretary 
of Health and Human Services, the Director of the Office of Management 
and Budget, and other interested parties. Copies also will be made 
available to others upon request. This report was prepared under the 
direction of Sarah A Jagger, Director, Health F’inancing and Policy Issues 
and F’rank W . Reilly, Director, Informtion Resource Management-Human 
Resources Division. If you have any questions regarding it, they can be 
reached at (202) 512-7119 or (202) 512-6408, respectively. Other major 
contributors are listed in appendix IV. 

Janet L. Shikles Gene L. Dodaro 
Assistant Comptroller General Assistant Comptroller General 
Health, Education, and Human Accounting and Information 

Services Division Management Division 
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Appendix I 

GAO Reports and Testimonies on HCFA 
Management and Payment Safeguards 
(1991-93) 

Medicare Secondary Payer Program: Identifying Beneficiaries With Other 
InSUranCe CoverageIsDifficuk(GAOm-HRD-93-13, Apr.2, 1993). 

Medicare: Funding and Management Problems Result in Unnecessary 
Expenditures (GAOIT-HRD~, Feb. 1’7,1993). 

Medicare: HCFA Monitoring of the Quality of Part B Claims Processing 
{GAO~PEMD-92-14, Sept. 23, 1992). 

Health Insurance: Medicare and Private Payers Are Vulnerable to F’raud 
and Abuse (GAO/T-HRD-92-56, Sept. 10,1992). 

Medicare: One Scheme Rhrstrates Vulnerahihties to Fraud (GAoMRD-92-76, 
Aug. 26, 1992). 

Health Insurance: More Resources Needed to Combat Fraud and Abuse 
(GAO/T-HRD92-49, July28,1992). 

Medicare: Reimbursement Policies Can Influence the Setting and Cost of 
Chemotherapy (GAOPEMDB-28, July 17,1992). 

Medicare: Excessive Payments Support the Proliferation of Costly 
Technology (GAO/HRD-92-59, May 27,1992). 

Health Insurance: Vuinerable Payers Lose Billions to Fraud and Abuse 
(GAORIRD-92-69, May 7, 1992 and GAom-mm-92-29, May 7,1992). 

Medicare: Contractor Oversight and Funding Need Improvement 
(GAOm-mD-92-32, May21, 1992). 

Medicare: Shared Systems Policy Inadequately Planned and Implemented 
(GAOIIMTEC-9241, Mar 18,1992 and GAOfF-IMTEC-92-11, Mar. 18, 1992). 

Medicare: Over $1 Billion Should Be Recovered From Primary Health 
Insurers (GAOmD-92-52, Feb. 21, 1992). 

Medicare: Millions of Dollars in Mistaken Payments Not Recovered 
(G~o/HRD-92-26, Oct. 21, 1991). 

Medicare: Improper Handling of Beneficiary Complaints of Provider Fraud 
and Abuse (GAomD-92-1, Oct. 2, 1991 and GAOR-~~~-92-2, Oct. 2, 1991). 
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Appendix I 
GAO Reports and Testimonies on HCFA 
Management and Payment Safeguards 
(1991-93) 

Medicare Claims Processing: HCFA Can Reduce the Disruptions Caused by 
Replacing Contractors (GAO/HEW-9144, Apr. 41991). 
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Appendix II 

MTS Cost-Benefit Analysis and Savings 

In acquiring automated information systems, federal regulations and 
guidance require that the cost and benefits be analyzed to provide 
adequate information with which to analyze and evaluate alternative 
approaches1 The starting point for the MTS cost-benefit analysis was HCFA’S 
policy decision that a primary objective was a single system combining 
parts A and B and the common working file. HCFA’S analysis compared the 
admimstrative costs and financial benefits of current claims processing 
systems with (1) designing and developing a new system and (2) 12 
combinations of integrating existing systems. 

The analysis concluded that a new system should be built, i.ncorporaGng 
five of seven activities studied.2 It also suggested that considerable 
financial benefits were possible by consolidating the other two 
activities-considered labor-intensive-into MTS and recommended a 
study of this option’s feasibllity.3 Agency officials explained that, because 
they wanted to break the task of restructuring Medicare into workable 
parts, they deferred this study. 

HcFA’s primary justification for ME3 was its estimate that the new system 
would produce administrative savings of about $200 million a year during 
the first 6 years of operation (1997 to 2002). We question some of the 
assumptions and data used in arriving at this estimate. 

HCFA’S $200 million estimate is expressed in future-value dollars. Its 
internal cost-benefit analysis also indicated that, in present-value terms, 
MTS could be expected to save $100 million annually. Although the 
standard criterion for deciding whether a government program can be 
justiEed on economic grounds is net present value, HCFA used the higher 
future-value figure in just@ing the MTS initiative. In addition, these 
estimates were determined using HCFA’S assumption that savings for MTS 
could be expected from the results of some contractors’ conversion to a 
shared system. However, these data involved low-volume, high-cost 
contractors who converted to a shared system in the initial stages of the 
program-not typical of the majority of current contractors. Further, HCFA 
projected that MIX’ savings rate would continue at the same level for 
several years beyond implementation, assuming that a contractor’s unit 
costs for processing a claim would continue to decrease after MTS 

‘Federal Information Resources Management Regulation, 41 C.F.R., subpart 201-20.2 (1993). 

The five activities or functions that the analysis concluded should be incorporated into MTS are 
provider fde maintenance, automated claim edits, claims pricing and payment calculations, claims 
payment and related notices and statements, and administrative and fisca management reports. 

“The two labor-intensive functions are (1) claims receipt, entry, and control and (2) medical review. 
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Ml% Cost43enefit Analysis and Savings 

implementation. We believe that a more reasonable assumption is that unit 
costs will stabilize and that, as this happens, ME  savings will progressively 
decrease. HCFA is revising its cost-benefit analysis to incorporate more 
current data and assumptions. Tentative results indicate that savings will 
result from MTS but that these will be less than initially projected. 
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Appendix III 

Comments From the Department of Health 
and Human Services 

DEPARTMENT of HEALTH a HUMAN SERVICES OHice 01 Inspector General 

WPshinpton. D.C. 20201 

Ms. Sarah F. Jaggar 
Director, Health Financing 

and Policy Issues 
United States General 

Accounting Office 
Washington, D.C. 23548 

Dear MS. Jaggar: 

Enclosed are the Department's counnents on your draft report, 
"Medicare: New Claim Processing System Benefits and Acquisition 
Risks." The comments represent the tentative position of the 
Department and are subject to reevaluation when the final version 
of this report is received. 

The Department appreciates the opportunity to commnt cm this 
draft report before its publication. 

Sincerely yours, 

une Gibbs Brown 
General 

Enclosure 
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Appendix 11X 
CommentsFromtheDepartmentofHealth 
andHuma.nServices 

Comments of the Deuartment of Health and Human Services 
on the General Accountina office (GAO) Final Reuort, 

Medicare N-w : Claims Processina Svm 
B nefite md Aco-uislt e . . ion Risks 

We have reviewed the GAO report on the Health Care Financing 
Administrationls (KCFALe) Medicare Transaction System (IKCS) 
and are pleased that it highlights some of the significant 
ways in which the MTS initiative could improve our service 
to the program's customers. We also agree with GAO that the 
MT.S project has the potential to significantly improve the 
efficiency of Medicare operations, 
intermediaries and carriers, 

the oversight of Hedicare 
and the effectiveness of 

program safeguards against waste, fraud and abuse. 

GAO is aware that HCFA has spent the past few years 
strategically evaluating the current program environment and 
the challenges that the future will bring. The MTS is a 
critical component of our plan to meet these challenges. 
This report indicates that GAO also fully recognizes the 
importance of the WTS project. 

We appreciate the significant resources and effort that GAO 
has devoted to its review of the MTS project. GAO has been 
very villing to meet and discuss its experience and insights 
with us regarding success factors for major information 
systems projects, and we believe that the project will 
benefit from GAO's recommendation. 

GAO recommends that, before we award the design contract for 
the MTS system, we first implement a number of actions to 
address certain planning and acquisition issues identified 
by GAO. We agree with GAO's recommendation, and offer the 
following report on our progress in addressing the issues 
identified: 

o PCFA needs to better integrate the MTS initiative wi# 
the aQencv's information svsterns ulanninq urocess. 

We have made significant progress in #is area. As 
noted by GAO, we have hired a consultant with 
strategic information planning experience to assist us 
in documenting the business functions required in 
Medicare clainm administration. The resulting 
business function model will assist our efforts to 
apply the MTS project to our program objectives. We 
will also use the model as a tool in carrying out our 
oversight of the KTS design contractor. 
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The consultant is now working intensively with a core 
group of HCFA staff, in addition to the entire NTS 
project team. We expect to complete work on the 
business model well in advance of the award of the PITS 
design contract. 

We have also taken action to increase the inVOlVement 
of HCFAws Information Resource Management (IR?I) 
planning body in the RTS project on a day-to-day 
baSiS* We have included more staff in our WTS 
workgroups, have consulted with IRW staff about our 
information management training needs, and intend to 
involve them in the review of numerous WTS design 
contractor deliverables. We will be including senior 
IRW uanagement in the Executive Steering Coranittee for 
the WLS project. Finally, ve have designated staff to 
work on integrating systems initiatives relating to 
Medicare operations into the agency's overall IRW 
planning process. We believe that all of these 
actions, taken together, more than address GAO's 
concerns. 

o ~FA needs to schedule reviev of the RTS desicm 
8 a or' in the Droiect. 

We have clarified to the offerors that the design 
contractor will be expected to meet with senior HCFA 
staff during the analysis phase of the contract. This 
will ensure that all needed capabilities are built 
into the nev system. Further, we are building 
decision points into the project schedule in several 
places. Senior-level official approval vi11 be 
required at these points. These decision points focus 
on key contract deliverables at the conclusion of the 
analysis, design, and development phases. We will 
reflect these decision points in our contract 
management plan prior to the award of the design 
contract. 

o HP C 

We revieved the project schedule and significantly 
revised it to reduce the amount of overlap. These 
changes vere communicated to offerors in an amendment 
to the Request for Proposals (RPP) earlier this past 
summer. 
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o pCFA needs to pnveloo cantinaencv plans in the event 
gf tec&ical obstacles. 

As we pointed out in earlier correspandence to GAO, 
the RPP itself requires the RTS design contractor to 
provide certain plans to address contingencies such as 
a compressed project schedule. We have also designed 
a structured process for our H!PS workgroups to use in 
identifying issues relating to MTS implementation and 
in forwarding their analyses and recommendations to 
senior HCFA management. 

The HTS project team will itself develop plans to 
address other types of contingencies. These plans 
will be reflected in the contract management plan and 
other documents as appropriate prior to avard of the 
contract. 

We disagree, however, with GAO's statement on page 19 that 
@if health reform mandates a fully capitated financing 
approach for Medicare, significant adjustments to the HTS 
may become necessary." 

Certainly there would be moxe changes required if a fully 
capitated financing approach was mandated, but one of the 
many reasons HCFA chose to go forward with the 34TS was 
because the current fragmsnted approach to Medicare claims 
processing does not lend itself well to the expanding 
managed care environment. Currently, our systems only 
accommodate claims paid on a fee-for-service basis, and to 
change incrementally (one system at a time] would be cost- 
prohibitive. We believe the future indeed will include a 
diversity of options available to our beneficiaries. 
Therefore, we planned from the beginning to build into the 
HTS the ability to handle managed care options and to allow 
for the possibility that in the future, Medicare 
beneficiaries may be enrolled in a variety of managed care 
plans; each providing coverage for different services and/or 
different levels of services. 

We also believe that UTS will work well in any transaction 
environment, whether claims driven or encounter data driven, 
or a combination of both. The KTS will be able to process 
different deductibles, coinsurance and payments from any 
proposed point-of-service networks and allow for management 
and quality oversight of capitated plans. We believe that 
regardless of whether managed care or fee-for-service, HCFA 
will be responsible for ensuring our beneficiaries and 
providers receive a greater level of service. The HTS is 
essential to providing this assurance. 
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Pinally, under the President's proposed Health Plan, should 
there be a need for the Fedel'al government to process 
claims; e.g., if a State plan were to fail, ve believe the 
HTS vould have the capability to ensure the beneficiaries 
would have their medical claims processed. 
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Major Contributors to This Report 

Health, Education, 
and Human Services 
Division, 
Washington, D.C. 

Leslie G. Aronovitz, Associate Director 
Edwin P. Stropko, Assistant Director 
Peter J. Oswald, Assignment Manager 
Anita k Roth, Evaluator 
Hannah F. Fein, Senior Evaluator 

Accounting and 
Information 
Management Division, 

Washington, D-C. 

Joel 

Darlene D. Rush, Evduator 

C. Willemssen, Assistant Director 
Theodore P. Alves, Jr., EvaIuator-in-Charge 
M. Yvonne Sanchez, Senior Evaluator 

Boston Regional 
O ffice 

Donald B. Hunter, Regional Manager’s Representative 
Roland A. Poirier, Evaluator-in-Charge 
Marquita Harris, Evaluator 
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